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A new corruption scandal involving 32 public officials including 23 congressional representatives
has virtually paralyzed the legislature since October. That, in turn, is crippling the executive
branch's ability to carry out many planned economic reforms, since President Itamar Franco's
administration is still awaiting legislative approval of a series of economic measures, such as a bill
to overhaul the country's tax system. Officials warn that if Congress does not pass the pending
legislation soon, the country's economic crisis could spiral out of control. In mid-October, a
new corruption scandal gripped the country after a former congressional and federal budget
director Jose Carlos Alves dos Santos publicly disclosed a system of bribes, kickbacks, and other
forms of embezzlement that allegedly diverted millions of dollars in taxpayer money into the
pockets of members of Congress and other prominent politicians. The officials implicated in the
scandal include 23 members of the National Congress, two ministers from President Franco's
cabinet, four former ministers, and three state governors. (For detailed coverage of the scandal, see
NotiSur - Latin American Political Affairs, 10/29/93.) Since the scandal exploded in mid-October,
Congress has been virtually paralyzed as legislative leaders carry out internal investigations into
Dos Santos's allegations. In fact, popular pressures are growing to broaden the investigations
beyond those directly implicated in the affair in order to thoroughly purge the legislature of all
forms of corruption. Thousands of people marched in a massive protest on Nov. 7, and some
leading politicians have even called for the dissolution of Congress. The affair greatly worsened
the country's already tenuous business climate. Reflecting investor nervousness, for example,
Brazil's volatile stock markets plunged 25% at the end of October. Perhaps of greater concern, the
legislative paralysis is in turn crippling executive efforts to lower inflation, since a broad package
of economic reforms aimed at cutting the fiscal deficit is now completely stalled in Congress. Of
the bills pending review, the most important are a series of proposed modifications to the 1988
constitution that would, among other things, pave the way for a sweeping tax reform. President
Franco first introduced the constitutional reform bill to Congress in late 1992, but the legislation
made little progress until after May, when the new Finance Minister, Fernando Henrique Cardoso,
took office. Cardoso drew up a four-point plan to cut inflation, making the tax reform a centerpiece
of the government's program (see Chronicle 09/02/93). If approved, the bill would greatly increase
executive ability to crack down on tax evasion, repealing the right to banking secrecy, for example.
The measures would also include a series of new taxes, such as a tax on banking operations.
(See Chronicle 11/19/92 and 01/21/93 for detailed coverage of the tax reform bill.) The tax reform
combined with an acceleration in the privatization of state enterprises and other measures to slash
government spending are essential to cut the budget deficit, which was estimated at about US$18
billion, or 4% of the GDP, at the beginning of 1993. Officials warn that, if the government is not
permitted to take immediate, radical steps to slash the deficit, the inflation rate already running at
about 35% per month will grow much worse by next year. "Unless the proposed fiscal overhaul is
allowed to move forward, the country runs the risk of sinking into a virtually ungovernable state by
next year," said Cardoso on Nov. 4 in a dramatic appeal to the Senate. "For the good of the country,
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I urgently call on the members of Congress to immediately push forward with deliberations to
approve the constitutional reforms and create the necessary conditions to revamp government
institutions." Indeed, the Getulio Vargas Foundation a prestigious economic research institute
which closely tracks consumer price increases released a new report on Nov. 11 warning that
unless immediate measures are taken to control prices, inflation could sharply increase in the final
two months of the year, possibly leading to an accumulated annual inflation rate of more than
2,640%. The Foundation reported 35.04% monthly inflation in October, slightly down from the
35.28% consumer price increase recorded by the institute in September. Accumulated inflation
for the first 10 months of the year is 1,316%, up from 937% accumulated inflation at the end of
September. (Sources: New York Times, 10/30/93; Notimex, 10/29/93, 11/02/93, 11/04/93; Associated
Press, 10/25/93, 11/07/93; Washington Report on the Hemisphere, 11/13/93; Agence France-Presse,
11/04/93, 11/06/93, 11/11/93, 11/16/93)
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